M NUTES

MONTANA SENATE
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON TAXATI ON

Call to Order: By CHAIR BOB DEPRATU, on August 6, 2002 at 9:00
A M, in Room 152 Capitol

ROLL CALL

Menbers Present:
Sen. Bob DePratu, Chair (R
Sen. Alvin Ellis Jr., Vice Chair (R
Sen. John C. Bohlinger (R)
Sen. Mack Cole (R
Sen. Pete Ekegren (R
Sen. Jon Ellingson (D)
Sen. Bill daser (R
Sen. Dan Harrington (D)
Sen. Emily Stonington (D)

Menmber s Excused: None.
Menmbers Absent: None.

Staff Present: Lee Heinman, Legislative Branch
Deb Thonpson, Committee Secretary

Pl ease Not e: These are sunmary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:
Hearing(s) & Date(s) Posted: SB 6, SB 11, SB 12, SB 13,
8/ 5/ 2002
Executive Action: SB 6 as anended Passed

Hearing Adjourned at 12:03 and Reconvened at 1:15 p. m

HEARI NG ON SENATE BILL 6

Sponsor: Senator John Cobb, SD 25, presented the bill. He said
the bill would clean up | anguage. He expl ai ned what the TANF
nmoney woul d be used for. He discussed affordable housing and the
increase in case |oads. Lee Heiman passed out an anendnent.
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Proponents' Testinony: Judy Smith with Honmeward Bound in
Billings had indicated that regulations made it difficult to
access the noney. $200 thousand dollars does go toward

af f ordabl e housing i ssues. Honoring contracts for non profit
devel opers was inportant. {Tape : 1; Side : A, Approx. Tine
Counter : 0 - 7}

Opponents' Testi nony: None

Questions fromCommttee Menbers and Responses: Senat or

El I'i ngson asked about the effect of the $3.4 nillion dollar
transfer on the TANF funds. M. Smth replied the casel oad

i ncreased for those needing affordable housing. She noted this
told sonet hing about the econony where people noved into welfare
prograns, which had the opposite effect of poverty reduction.

Senat or Cobb pointed out if case |oads go up due to cuts by HB 2,
a possible increase in this program of $200 thousand doll ars
woul d be needed. Mbdst of this noney had al ready been contracted
to run the program {Tape : 1; Side : A, Approx. Tine Counter

7 - 10.1}

Cl osi ng by Sponsor: Senator Cobb cl osed.

HEARI NG ON SENATE BI LL 11

Sponsor: Senator John Cobb, SD 25, presented SB 11. He

expl ained the bill would allow for a handling fee for the paying
of child support paynments. He described recent court chall enges
and court opinions. He said the bill would allow the depart nent

to charge the fee. The problemwas the departnent was running
out of noney. The division was broke and needed the support to
get through the rest of the year. He described the cuts and
conpared human services wth K-12. The casel oads were high and
t he noney was short. He pointed out the | anguage in the bil
said the departnment "may" collect fees. It could be decided if
t he noney should go to the General Fund but the option would be
avai lable. {Tape : 1; Side : A, Approx. Tine Counter : 10.1 -
16. 6}

Proponents' Testi nony: None

Qoponents' Testinony: Candy M Jenkins, a Mssoula recipient of
child support, said the $7 fee was nmeant for support for the
children. It is not right to charge a fee as it is taken out of
t he benefits neant for the children.
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| nformational Wtness: Lonnie O son, representing the Departnent
of Public Health and Human Services, Child Support Enforcenent
Division, presented witten testinony. EXH Bl T(tas02a0l1) He

poi nted out the difficulties that would be encountered if this
bill passed. He said there were 29 thousand cases and warrants
equal ed $300 thousand. There would not be the staffing to do

i ndi vidual determ nations. The fees would be questioned as to
what | egal basis there was to collect them Those not requesting
a service would be asked to pay a fee. Those who were not
del i nquent and were good actors do not deserve the fee.

Representative M chel e Lee from Livingston, described the

i mportant service that was provided to children. She pointed out
there were 10,400 clients who were non-wel fare users. {Tape : 1
Side : B; Approx. Time Counter : 0 - 3}

Questions from Conm ttee Menbers and Responses: Senat or
Bohl i nger asked how this could be viewed as positive since it
af fected the nunber of federal dollars received. Senator Cobb
replied this would be applied to the division as they were stil
short noney and woul d need a supplenental if sonething were not
done. He suggested this bill would give themthe option to
collect the fee and allow themto be pro-active.

Cl osi ng by Sponsor: Senator Cobb cl osed.

HEARI NG ON SENATE BILL 12

Sponsor: Senator John Bohlinger, SD 12, Billings, discussed the
proposed cuts and the long term policy changes. He noted that
concern for the poor did not wear party |abels. He pointed out
the Governor had ordered $38 mllion dollars spending adjustnment
and the budget now was faced with a $45 mllion dollar short fal
and further reductions would be necessary. New tax revenue would
be inmportant. He pointed out that SB 12 would raise $40 million
dol l ars annually. He explained the increase of the bed tax from
4% to 9% was still under the national average of 12% He

descri bed conparisons with neighboring states, where |Idaho had an
8.33 percent tax, Utah-17.1% Nevada-16.25% New Mexi co-10. 10%
Arizona-9.27% North Dakota-8% South Dakota-7.67, Colorado-7.02
and Wom ng-6% Additionally, other states have a sales tax

i ncludi ng neals and ot her things which provide an effective tax
rate of 12% The Departnent of Revenue has indicated a 5%

i ncrease woul d give the budget $15 nmillion dollars a year. Sone
say tourists won't cone - but do you believe it? A 9%car rental
tax is less than any of ten states in the region which averages
13.87% He distributed a table showi ng rental car tax state by
state conparisons. EXH BI T(tas02a02) He said to keep in m nd
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the national average for a car rental tax was 13.87% and Mont ana
shoul d nove closer to the average. He said the final conponent
of his bill would nove the tobacco tax to a .42 cent increase

whi ch places it near the national average. This would increase
the General Fund by $18 million dollars in 2003 and $23 million
by 2004. This also takes into consideration the reduction of new
snokers. He pointed out a transfer of new revenue to the General
Fund woul d help elimnate the need for further reductions. His
constituents say let the tourists share in the cost of services.
If there were a tax increase on cigarettes the young may quit or
never start. These effect health matters of great consequence.
This will be reflected in health costs and insurance. Tobacco
kills nmore people annually in Mntana where $216 nillion dollars
are needed to treat tobacco related illnesses. {Tape : 1; Side :
B; Approx. Time Counter : 3 - 24.7}

Proponents' Testinony: Dr. Robert Shepard, representing the
Ameri can Cancer Society, described the econom c inpact of
cigarette snoking and the issue of second hand snoke. He said
there was a 50 year old study regarding the ill effects. He

t al ked about the snoking ordi nance that was recently passed in
Hel ena. {Tape : 1; Side : B; Approx. Tine Counter : 24.7 - 30}

D ck Crofts, Conm ssioner of Hi gher Education, presented witten
testinmony urging the conmttee to pass this bill. He described
the effect of the | oss of funding over el even years and now t here
were nore students attending the universities. EXH Bl T(tas02a03)

Erin McGowan, representing Protect Mntana Kids.org, said her
organi zati on fought death and di sease caused by tobacco. She
supported SB 12. She tal ked about the smuggling issue and the
fact that nost people bought single packs as they were interested
in convenience. 70% of snokers wanted to quit.

adiff Christian, American Heart Associ ation, discussed the
t obacco settlement which he felt was for past harm

Jack Copps, Executive Director of the Montana Qualified Education
Coalition, said he felt this bill offered a solution for an

i ncrease of revenue. He pointed out Montana paid the 3rd | owest
tax in the nation.

Darrell Rud, Executive Director of the School Adm nistrators of
Montana, read his witten testinony. EXH Bl T(tas02a04)

Dave Puyer, Montana Rural Educators Association, discussed the

rural school budget shortfalls and the difficulty in retaining
teachers. {Tape : 2; Side : A Approx. Tinme Counter : 17.8 - 18}
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Eri c Feaver, said he supported SB 12 as a solution for devel opi ng

a revenue stream He discussed a questionnaire that had been

sent to their nenbers regarding the various tax proposals. {Tape
2; Side : A, Approx. Tine Counter : 18 - 22.9}

JimSmth, representing the Montana Peace O ficers and the County
Attorney Associ ation, pointed out the need for adequate funding
of public safety, public services and institutions.

Qpponent s’ Testinony: Jerone Anderson, representing R J.
Reynol ds Tobacco Conpany, testified against the bill. He
presented witten testinmony. EXH Bl T(tas02a05) EXH BI T(tas02a06)
EXH Bl T(tas02a07) He described his disagreenents with statenents
made by the proponents. He felt the financial obligation was

al ready too great and should not be increased. He stressed that
according to the settl enent agreenment both past and future harm
to snokers was addressed. {Tape : 2; Side : A, Approx. Tine
Counter : 22.9 - 29.4}

St eve Wade, representing Phillip Mrris, pointed out that a tax

i ncrease should not be considered without first addressing the

Internet and mail order situation. He presented an article

regardi ng snmuggling. EXH BI T(tas02a08) He said this tax would

negatively inpact the revenue to the state where jobs and

i ndividuals would be significantly inpacted. He felt taxes

shoul d be broad based. {Tape : 2; Side : B; Approx. Time Counter
0 - 3.4}

Kurt Alnme, Director of Departnent of Revenue, asked the committee
not to support SB 12. He stressed that the Governor did not
support any tax increases. {Tape : 2; Side : B; Approx. Tinme
Counter : 3.4 - 4.5}

Any Sul l'ivan, Montana Tourism Coalition, said their group did not
support this. She pointed out the econony was down with the
nunber of travelers soft. People had changed their travel plans
and were staying in nore canpgrounds. It was not a good tinme to
| ook at tourist statistics since there was a loss in the tourism
sector of 28 thousand j obs.

Ken Nordvedt from Bozeman, said there was no evidence that
tourists did not pay for services. He said the real goal was to
cut governnent spending. {Tape : 2; Side : B; Approx. Tine
Counter : 4.5 - 9.9}

Candace Payne, representing the Montana Car Rental Associ ation,
opposed the bill. She suggested tax reformwas needed.
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Jeff Taylor, representing Rent-A-Weck in Mssoula, said his
busi ness was an off-airport rental conmpany and they were still
assessed a fee by the airport for access. He noted this was
unfair for one industry to be taxed. Mst of their business was
in local residents, not tourists as was suggested. {Tape : 2;
Side : B; Approx. Tinme Counter : 9.9 - 13.4}

Rob Doyle, Avis Rent-A-Car from M ssoula, Kalispell and Billings,
said the tax was sel ective and would put their business at a
di sadvant age.

Jerry Wodahl, a rental business in Mssoula, said a tax should

be broad based. He pointed out the rental car business paid $45
t housand dollars in vehicle |license fees to public schools. The
$200 thousand dollars paid to the airports in Mssoula was paid

by the rental car businesses, not the county. {Tape : 2; Side :
B; Approx. Tine Counter : 13.4 - 15.5}

Mar k St apl es, Montana Wol esal e Distributors, described his
opposition to a tax increase. He pointed out the whol esalers
woul d be "whacked" twi ce by paying for a tax increase plus an
inventory tax. Smuggling was on the rise over the Internet and
mai | . Teachers were underpai d and educati on was underfunded.
{Tape : 2; Side : B; Approx. Tinme Counter : 15.5 - 18.9}

St eve Turkow zc, representing the Auto Deal ers' Association, did
not feel this tax was the way to go. Mntana' s ranking was 48th
in the nation with a conprehensive tax.

Ti m Pei per, representing Hertz Rent-A-Car in Hel ena, opposed the
bill.

Robert Ward, Enterprise of Montana in Hel ena, opposed the bill.
Lara Kline of Hertz of Great Falls, opposed the bill.

Stuart Doggett, Montana | nnkeepers Associ ation, opposed the bill.
Bob Pavl ovich of Butte, opposed the bill. He pointed out a

bal anced budget should be fair. He suggested a one cent tax on
toil et paper.

Webb Brown, Montana Chanber of Comrerce, opposed the bill.

Spook Stang, Executive Vice President of the Montana Mt or

Carriers' Association, opposed section six in the rental vehicle
surcharge of one ton or |ess.
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Steve Costley, representing the Car Rental Association, was
agai nst the bill.

I nformational Wtness: Chris Gallus, an attorney from Butte,
spoke about the snoking ordinance. He said there was runors
regarding trade-offs with the tobacco tax. He said there was no
conspiracy or deals made. {Tape : 2; Side : B; Approx. Tine
Counter : 18.9 - 25.8}

Questions fromCommttee Menbers and Responses: Senat or
Harrington asked Any Sullivan why their industry felt the tourist
tax was their noney? He pointed out the Legislature had the
right to cut or raise the tax. Sullivan pointed out this noney
had been set aside for tourism pronotion.

Senator Ellingson asked Kurt Al me about the executive branch |ack
of support for a tax increase during the Special Session and were
there any plans to address tax reform Alne replied they were
working on a plan. {Tape : 3; Side : A, Approx. Time Counter : O
- 3.8} He noted they were | ooking at the | ocal options tax idea,
reapprai sal was comng at the end of the year and they woul d be

| ooking at the property tax system Senator Ellingson asked why
they did not |ook at new taxes so there was tinme for public

di scussion. Alnme pointed out with the shortfall they were
facing, it was not appropriate to | ook at a tax increase.

Senator Harrington pointed out the health care, education and
corrections nmade up 70-80% of the budget. He noted with a $250
mllion dollar shortfall in the com ng nonths, how could the

adm ni stration consider $31 nillion dollars of additional tax
cuts in view of this structural inbalance. Al ne replied that the
Governor and the advisory council that considered these issues
regarded a higher incone tax or capital gains tax as an

i npedi nent to econom c devel opnent. He said it was not
appropriate to backfill revenue |osses with taxes. {Tape : 3;
Side : A Approx. Time Counter : 3.8 - 9.5}

d osing by Sponsor: Senator Bohlinger closed. He conmmented that
he had been a nenber of the tax commttee for three terns and the
comm ttee had been benevol ent by giving noney away. He pointed
out they had | owered the business equi pnment tax which he
supported but the commttee nust rai se taxes as new revenue was
needed. He urged the commttee pass SB 12 to bring the bill to
the full Senate body. {Tape : 3; Side : A, Approx. Tine Counter
12.4 - 15.8}

The Commttee adjourned at 12:03 and reconvened at 1:15.
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HEARI NG ON SENATE BI LL 13

Sponsor: Senator Dan Harrington, SD 19 in Butte, presented the

bill. He said the bill would clarify the intangi ble property tax
so software, if purchased, could stay within the tax system He
poi nted out there was a one mllion dollar hit on the property

tax collections in Butte if clarification fails. The | ocal
government in Butte would need to repay the Departnent of
Revenue.

Proponents' Testinony: Alec Hansen, League of Cities and Towns,
described the revenue loss fromthis situation. He asked if the
state was obligated for refunds if it was determ ned that the
software coul d be depreciated. He asked why the software in
Butte was taxed | ast year and now was exenpt. He said this
needed clarification.

Pam Haxby Cote, Community Devel opnent Director of the city of
Butte, stressed the funding error neant $1.3 nmillion dollars to
Butte Silver Bow. She asked about comrercially devel oped
software and whether it was exenpt. She noted that sone of this
software was valued at $20 million dollars. She asked about the
statew de effect on other counties. {Tape : 3; Side : A, Approx.
Time Counter : 15.8 - 27.7}

Judy Jacobsen, Chief Executive of the city of Butte, said she
believed it was the intent of the |egislature to exenpt in-house
devel oped software. She pointed out the ramfications of not
clarifying this law could effect the whole state. The dil ema
nmeans Butte could |loose $1.3 mllion dollars.

Senat or Debbie Shay, SD 18 in Butte, said the bill addressed a
serious problemin each community. She pointed out a mllion
dollar hit in any community was devastating. {Tape : 3; Side :
B; Approx. Tinme Counter : 0 - 1.6}

OQpponents' Testinony: Mary Whittinghill, Montana Taxpayers
Associ ation, discussed the different treatnent of intangible
property. She tal ked about mneral rights and even

t el ecommuni cati ons which coul d be considered intangi ble. She

poi nted out that Washington, California, Texas and | daho do nmake
specific exenptions for those that centrally assess or those with
i ntangi bl e property. She said that there should be a

determ nation regarding the differences between custom built
software and comerci ally purchased which can be depreci ated and
woul d not be considered intangible. She talked about the effect
of taxing a high tech conpany on sonething that was never taxed
before. She said it would be difficult to determ ne market val ue
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on |licensed software that was not owned and coul d not be sol d.
{Tape : 3; Side : B; Approx. Tinme Counter : 1.6 - 8.2}

Webb Brown, representing Montana Chanber of Conmerce, opposed the
bill.

Jeff Elers, Mntana Tel ecomrmuni cati ons Association, said his
associ ation opposed a software tax. He pointed out the need for
predictability in regards to staffing, business plans and that
budgets are already set. He pointed out the difficulty in
changing the laws every two years. {Tape : 3; Side : B; Approx.
Time Counter : 8.2 - 10.9}

Questions from Committee Menbers and Responses: Senat or

St oni ngt on asked Gene Wal born fromthe Departnent of Revenue to
clarify the history of software purchases whether it was taxed
one year and not the next. Walborn said he would have to | ook to
see it was reported on the personal property forms. Senator

St oni ngt on asked about the differences between property that was
centrally assessed or was intangible property. Walborn replied

t hat Departnment of Revenue devel oped rul es regardi ng the val ue of
centrally assessed property, referencing SB 111. He noted multi-
state conpanies had to be considered. He said breaking out and
val ui ng intangi ble property was a problem Electric conpanies
have at |east 10% of their value that is exenpted as it can be
denonstrated that the value is associated wth intangible
personal property. He noted software was not val ued separately
but as intangi bl e personal property as a whole. Northwestern
energy was exenpted | ast year fromthis market value by using a
default percentage but if it was reported on their personal
property formthey woul d have been taxed. {Tape : 3; Side : B
Approx. Time Counter : 10.9 - 16. 6}

Senat or St oni ngton asked how the error had been found in Butte.
Pam Cot e tal ked about the budget preparation and the software
issue. She said it was acceptable accounting principles that

i ntangi bl es are not taxed such as licenses, internally created
software or trademarks. Commercially purchased software is
different and is treated |i ke an asset and should be taxed. A
di stinction needs to be made. She noted that Butte had $22
mllion dollars of comrercially purchased software.

Senat or Bohl i nger asked Gene Wl born how software that was | eased
was treated differently. Walborn said there were three ways to
treat the software. One, it could be treated as an expense -
such as Turbo Tax. Two, it could be depreciated if it comes with
har dware and t he val ue cannot be broken out with just the
software. Three - it depends on the life of the product whether
it can be capitalized and depreciated. The county | eases the
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hardware and so neets the test to be able to depreciate. Senator
Bohl i nger asked how the | aw woul d affect the tax consequences
when applied to the Butte situation. Wlborn said it should have
t he sane application.

Senator d aser pointed out the taxes interrelate and the Butte
situation is a sizable anmount of noney. He requested a report
regardi ng what this would nmean overall to the state. {Tape : 4;
Side : A Approx. Tine Counter : 0 - 1.4}

Wal born pointed out the paraneters were set by the I RS Code of
what can or cannot be an expense, capitalized or depreciated.
There are two types of bases - those that are operational or
those that are |l eased. Software has a ten year base. Senator
Ekegren pointed out the software can be obsolete in ten years.
Wal born said regardl ess of whether it is obsolete or not it is
still depreciated within ten years. The guidelines have been
established. {Tape : 4; Side : A, Approx. Tine Counter : 7.8 -
9. 4}

Senat or Ekegren asked how the whole state was affected. Wl born
said it did inpact every jurisdiction, including conpanies such
as Burlington Northern/Sante-Fe. He said it was a fact that

i ntangi bl es had a certain anount of market value. Alne clarified
that the first issue was the question of whether software could
be exenpted as an intangi ble asset. He pointed out the asset
list given by Northwestern had been allocated and spread over the
whol e state. He said there were two issues: one - is software
an intangible and two, what is the inpact to the state.

Senat or Ekegren asked about the $1.3 nmillion dollar shortfall to
Butte. Cote replied that the records indicated they would take a
hit but this could effect every county in the state that
purchases software. She asked what effect this would have on

ot her counties that were centrally assessed or had al

intangibles. Alne replied it would be an inpact to the state if
it was a mstake. It was inportant to narrow the definition of
what was intangi ble. Senator DePratu said that any information
as to inpact that woul d help reach a decision would be

appreci ated. Senator Cole said he woul d need exanpl es of how
this inpacted | ocal governnents. Senator Stonington pointed out
that now that the issue was brought up, there was a need to focus
on rules and the process of defining how busi ness assets are
depreciated. {Tape : 4; Side : A, Approx. Tine Counter : 9.4 -
26. 2}

Cl osing by Sponsor: Senator Harrington closed. He tal ked about
how t he school equalization issue had an inpact on centrally
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assessed property. He noted the inportance of discerning which
types of software were intangi ble. Local governnents were not
ready for nore tax cuts as it would effect school districts.
{Tape : 4; Side : A, Approx. Tinme Counter : 26.2 - 29}

EXECUTI VE ACTI ON ON SENATE BILL 6

Senator Ellis noved do pass SB 6. He noved the anendnent. The
guestion was called on the amendnent. The notion passed
unani nously, wi th Senator Ekegren absent.

Senat or Harrington noved do pass as anended. The question was

called. The notion passed unani nously, w th Senator Ekegren
absent. {Tape : 4; Side : B; Approx. Time Counter : 0 - 2.1}
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Adjournnment: 2:02 P.M

BD/ DT

EXHI Bl T(t as02aad)
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ADJ OURNVENT

SEN. BOB DEPRATU, Chair

DEB THOWPSON, Secretary
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